
Rating Update: MOODY'S ASSIGNS Aa3 ISSUER RATING TO THE CITY
OF SAN DIEGO

Global Credit Research - 11 May 2012

AFFIRMS OUTSTANDING LEASE RATINGS OF A2

SAN DIEGO (CITY OF) CA
Cities (including Towns, Villages and Townships)
CA

Opinion

NEW YORK, May 11, 2012 --Moody's Investors Service has assigned an Aa3 Issuer Rating to the City of San Diego.
We have also affirmed the city's A2 rating on outstanding lease supported obligations. The outlook on these ratings
is stable. The issuer rating is identical to the city's previous general obligation rating, which was withdrawn as the
General Obligation debt was repaid.

RATING RATIONALE

The ratings reflect the city's large and diverse economy which appears to have resumed growth after contracting in
2009 and 2010. Also key to the rating are stabilizing fundamental credit factors, including likely bottoming out of
residential real estate prices, which should help the city's assessed valuations, and improved economically sensitive
revenues, such as sales tax and transit occupancy tax.

The ratings also reflect the city's high unemployment rate, which continues to weigh on these credit factors. The
city's financial operations continue to be stressed as the economically challenged revenues, which are improving but
remain weak, prevent the city from improving its reserve position. Despite the city's lackluster general fund revenue
growth, the city continues to aggressively control its expenditures to preserve its narrow reserve position which
remains consistent with the current rating. The management's ability to operate effectively under these very tight
financial conditions continues to be an important credit factor.

Key credit Strengths

- Above average wealth and income levels for a large city

- Well managed, closely monitored budget process

- Frequent midyear budget adjustments

- Reasonable 5 year financial outlook reviewed and adjusted frequently

- Stabilizing housing market

- Good debt position

- Pension commitments for new employees less generous than existing ones which improve long term pension
position

Credit Challenges

- Below average reserves

- Budget burdened by large pension burden

- Market losses have increased annual pension contributions



The two notch rating distinction between the A2 on the lease rating and the city's Aa3- Issuer rating represents
Moody's standard notching differential for fixed asset leases relative to a California issuer's general obligation rating.
Broadly speaking the two notches reflect the risk of abatement and the narrower, general fund security pledge for
leases compared to the very strong, voter-approved unlimited property tax pledge securing general obligation bonds.

DETAILED CREDIT DISCUSSION

FINANCIAL OPERATIONS ARE NARROWLY BALANCED BUT STABLE.

Since 2007 the city's financial operations have been generally balanced with minimal reliance on reserves. Although
this period is characterized with sluggish revenue growth due to the recession, the city has been able to tightly
control expenditures and modestly grow general fund reserves. Close monitoring with midyear adjustments are key
to the city's ability to persevering financial stability. These adjustments include one- time measures as well as long
term solutions such as permanent staffing reductions and modified pension benefits for new hires.

Since its low point of several years ago, the city's overall financial position has improved significantly in terms of
stability and predictability. Through 2007, the city benefited from generally robust revenue growth. However, San
Diego was among the first areas to be hit by the collapse of the statewide housing market and then the severe
economic recession, which brought the previous revenue growth to a standstill. Therefore in 2008 and 2009, the
city's financial operations were primarily focused on controlling expenditures to persevere financial health, and the
city was largely successful.

As a result, the city's general fund suffered minimal erosion in 2008 and 2009 as the total general fund balance
decreased from 12.3% of general fund revenues at the end of 2007 to 10.2% in 2009. The city has continued to
grow its general fund reserves as defined by the city's comprehensive reserve policy. The city's goal was to increase
its general fund reserves to 8% by 2011 from its June 30, 2008 level of 7.6%. With a reserve of 11.0% on June 30,
2011, this policy goal appears to have been met.

Market losses in 2009 and 2010 increased the general fund portion of the city's ARC to $180 million in 2012 from
$125 million in 2010. This ARC level represents approximately 16% of the city's general fund revenues, is projected
to increase steadily over the next several years and will continue to impair operating flexibility as it is a fixed
expenditure. When combined with the lease burden of approximately 4%, approximately one fifth of the city's
financial commitments are fixed, which impairs financial flexibility.

Next month the voters will be presented with a ballot measure to replace pension plans for new employees, other
than police, with a defined contribution plan. If passed, the city's long term pension exposure would improve.

LARGE AND DIVERSE ECONOMY MAY HAVE REACHED ITS CYCLICAL BOTTOM

The city's economy is fundamentally diverse with tourism, the military, higher education, trade and biotechnology
playing important roles. The population benefiting from this economy has historically boasted above average wealth
and income levels. However, the city was among the first in the state to be affected by the downturn in the housing
market and the subsequent recession. As a result, AV growth came to a halt in 2010 with a year-over -year decrease
of 0.6%, although full value per capita remained relatively high at $127,000. The decrease widened to 2.1% in
2011.Employment also suffered, as approximately 55,000 jobs were lost in 2009 and 2010. However, just as San
Diego was early to enter the recession, it may be a leader in coming out of the recession. Recent home price data
suggest that among large cities throughout the country, the city's home values are stabilizing at a better than average
rate., The city's AV grew by 0.8% in 2012.

THE CITY'S DEBT POSITION IS GENERALLY FAVORABLE

The city's direct and overall debt ratios of 0.4% and 3.1%, respectively, are in line with other cities in the state, but
significantly better than most large cities in the country. The city's $545 million of direct debt is largely comprised of
lease supported obligations. The resulting lease burden of approximately $50 million represents a manageable 4.1%
of 2011 general fund revenues. However, the availability of substantial amount of non general fund revenues result
in a much lower net lease burden. As economic and financial conditions improve, the city anticipates resumption of
borrowing for deferred capital needs.

WHAT COULD CAUSE THE RATING TO GO UP

Significantly Stronger Reserve Position



Significantly stronger wealth and income levels

WHAT COULD CAUSE THE RATING TO GO DOWN

Significantly Weaker Reserve Position

Significant amount of additional debt

Outlook

The outlook on the ratings is stable. Moody's expects the city to continue to operate under generally tight but stable
financial conditions. Given the city's modest reserves, significant deterioration of reserves can put downward
pressure on bond holder security. By adhering to its reserve policy, the city can avert such credit deterioration. While
the current economic conditions are suppressing revenues, in the long term the city's economy will benefit from its
size and diversity.

KEY STATISTICS

Fiscal 2011, GAAP basis:

Net cash as % of revenue: 18.5%

Total fund balance as % of revenue: 20.3%

Available fund balance as % of revenue: 8.2%

Net direct debt as % of FY 2012 AV: 0.4%

Overall net debt as % of FY 2012 AV: 3.1%

2000 Census:

Median Family Income: $53,060 (100.1% of the state average)

Per Capita Income: $23,609 (104.% of the state average)

The principal methodology used in this rating was General Obligation Bonds Issued by U.S. Local Governments
published in October 2009. Please see the Credit Policy page on www.moodys.com for a copy of this methodology.

REGULATORY DISCLOSURES

The Global Scale Credit Ratings on this press release that are issued by one of Moody's affiliates outside the EU
are endorsed by Moody's Investors Service Ltd., One Canada Square, Canary Wharf, London E 14 5FA, UK, in
accordance with Art.4 paragraph 3 of the Regulation (EC) No 1060/2009 on Credit Rating Agencies. Further
information on the EU endorsement status and on the Moody's office that has issued a particular Credit Rating is
available on www.moodys.com.

For ratings issued on a program, series or category/class of debt, this announcement provides relevant regulatory
disclosures in relation to each rating of a subsequently issued bond or note of the same series or category/class of
debt or pursuant to a program for which the ratings are derived exclusively from existing ratings in accordance with
Moody's rating practices. For ratings issued on a support provider, this announcement provides relevant regulatory
disclosures in relation to the rating action on the support provider and in relation to each particular rating action for
securities that derive their credit ratings from the support provider's credit rating. For provisional ratings, this
announcement provides relevant regulatory disclosures in relation to the provisional rating assigned, and in relation
to a definitive rating that may be assigned subsequent to the final issuance of the debt, in each case where the
transaction structure and terms have not changed prior to the assignment of the definitive rating in a manner that
would have affected the rating. For further information please see the ratings tab on the issuer/entity page for the
respective issuer on www.moodys.com.

Information sources used to prepare the rating are the following: parties involved in the ratings, parties not involved
in the ratings, public information, confidential and proprietary Moody's Investors Service's information, and



confidential and proprietary Moody's Analytics' information.

Moody's considers the quality of information available on the rated entity, obligation or credit satisfactory for the
purposes of issuing a rating.

Moody's adopts all necessary measures so that the information it uses in assigning a rating is of sufficient quality
and from sources Moody's considers to be reliable including, when appropriate, independent third-party sources.
However, Moody's is not an auditor and cannot in every instance independently verify or validate information
received in the rating process.

Please see the ratings disclosure page on www.moodys.com for general disclosure on potential conflicts of interests.

Please see the ratings disclosure page on www.moodys.com for information on (A) MCO's major shareholders
(above 5%) and for (B) further information regarding certain affiliations that may exist between directors of MCO and
rated entities as well as (C) the names of entities that hold ratings from MIS that have also publicly reported to the
SEC an ownership interest in MCO of more than 5%. A member of the board of directors of this rated entity may also
be a member of the board of directors of a shareholder of Moody's Corporation; however, Moody's has not
independently verified this matter.

Please see Moody's Rating Symbols and Definitions on the Rating Process page on www.moodys.com for further
information on the meaning of each rating category and the definition of default and recovery.

Please see ratings tab on the issuer/entity page on www.moodys.com for the last rating action and the rating history.

The date on which some ratings were first released goes back to a time before Moody's ratings were fully digitized
and accurate data may not be available. Consequently, Moody's provides a date that it believes is the most reliable
and accurate based on the information that is available to it. Please see the ratings disclosure page on our website
www.moodys.com for further information.

Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal entity
that has issued the rating.
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CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. ("MIS") AND ITS
AFFILIATES ARE MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT
RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND
CREDIT RATINGS AND RESEARCH PUBLICATIONS PUBLISHED BY MOODY'S ("MOODY'S
PUBLICATIONS") MAY INCLUDE MOODY'S CURRENT OPINIONS OF THE RELATIVE
FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE
SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT
MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY
ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT
ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK,
MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS AND MOODY'S
OPINIONS INCLUDED IN MOODY'S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT
OR HISTORICAL FACT. CREDIT RATINGS AND MOODY'S PUBLICATIONS DO NOT
CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS
AND MOODY'S PUBLICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO
PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT RATINGS NOR
MOODY'S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY
PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES
MOODY'S PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH
INVESTOR WILL MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS
UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT
LIMITED TO, COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR
OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED,
DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR
ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY
MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRITTEN CONSENT.
All information contained herein is obtained by MOODY'S from sources believed by it to be
accurate and reliable. Because of the possibility of human or mechanical error as well as other
factors, however, all information contained herein is provided "AS IS" without warranty of any kind.
MOODY'S adopts all necessary measures so that the information it uses in assigning a credit
rating is of sufficient quality and from sources Moody's considers to be reliable, including, when
appropriate, independent third-party sources. However, MOODY'S is not an auditor and cannot in
every instance independently verify or validate information received in the rating process. Under
no circumstances shall MOODY'S have any liability to any person or entity for (a) any loss or
damage in whole or in part caused by, resulting from, or relating to, any error (negligent or
otherwise) or other circumstance or contingency within or outside the control of MOODY'S or any
of its directors, officers, employees or agents in connection with the procurement, collection,
compilation, analysis, interpretation, communication, publication or delivery of any such
information, or (b) any direct, indirect, special, consequential, compensatory or incidental
damages whatsoever (including without limitation, lost profits), even if MOODY'S is advised in
advance of the possibility of such damages, resulting from the use of or inability to use, any such
information. The ratings, financial reporting analysis, projections, and other observations, if any,
constituting part of the information contained herein are, and must be construed solely as,
statements of opinion and not statements of fact or recommendations to purchase, sell or hold any
securities. Each user of the information contained herein must make its own study and evaluation
of each security it may consider purchasing, holding or selling. NO WARRANTY, EXPRESS OR
IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR
FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR
INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER WHATSOEVER.

MIS, a wholly-owned credit rating agency subsidiary of Moody's Corporation ("MCO"), hereby

http://www.moodys.com/


discloses that most issuers of debt securities (including corporate and municipal bonds,
debentures, notes and commercial paper) and preferred stock rated by MIS have, prior to
assignment of any rating, agreed to pay to MIS for appraisal and rating services rendered by it
fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain policies and
procedures to address the independence of MIS's ratings and rating processes. Information
regarding certain affiliations that may exist between directors of MCO and rated entities, and
between entities who hold ratings from MIS and have also publicly reported to the SEC an
ownership interest in MCO of more than 5%, is posted annually at www.moodys.com under the
heading "Shareholder Relations — Corporate Governance — Director and Shareholder Affiliation
Policy."

Any publication into Australia of this document is by MOODY'S affiliate, Moody's Investors Service
Pty Limited ABN 61 003 399 657, which holds Australian Financial Services License no. 336969.
This document is intended to be provided only to "wholesale clients" within the meaning of section
761G of the Corporations Act 2001. By continuing to access this document from within Australia,
you represent to MOODY'S that you are, or are accessing the document as a representative of, a
"wholesale client" and that neither you nor the entity you represent will directly or indirectly
disseminate this document or its contents to "retail clients" within the meaning of section 761G of
the Corporations Act 2001.

Notwithstanding the foregoing, credit ratings assigned on and after October 1, 2010 by Moody's
Japan K.K. (“MJKK”) are MJKK's current opinions of the relative future credit risk of entities, credit
commitments, or debt or debt-like securities. In such a case, “MIS” in the foregoing statements
shall be deemed to be replaced with “MJKK”. MJKK is a wholly-owned credit rating agency
subsidiary of Moody's Group Japan G.K., which is wholly owned by Moody’s Overseas Holdings
Inc., a wholly-owned subsidiary of MCO.

This credit rating is an opinion as to the creditworthiness of a debt obligation of the issuer, not on
the equity securities of the issuer or any form of security that is available to retail investors. It
would be dangerous for retail investors to make any investment decision based on this credit
rating. If in doubt you should contact your financial or other professional adviser.


